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Federal Regulations: Efforts to Estimate 
Total Costs and Benefits of Rules 



Summary 

Cost-benefit analysis has long been used to try and measure the effects of 
individual regulatory actions, and underlies at least part of many attempts to assess 
the cumulative effects of regulations on society. Some policy makers have expressed 
an interest in cost-benefit analysis and in developing an accurate measure of total 
regulatory costs as a first step in developing a “regulatory budget' ’that would set a cap 
on compliance costs. Although measuring total regulatory costs and benefits is 
inherently difficult (e.g., determining what effects would have occurred in the absence 
of the regulation and aggregating the results of studies with different methodologies 
and quality), estimates of regulatory costs have been used in support of legislation 
(e.g., H.R. 2432 in the 108 th Congress) and are widely cited by policymakers, the 
media, and others. This report examines one such study to illustrate the complexities 
of this type of analysis. 

In 2001, W. Mark Crain and Thomas D. Hopkins estimated total regulatory 
costs at $843 billion in 2000. To arrive at that figure, the authors developed 
estimates for different types of regulations (environmental, workplace, economic, and 
tax compliance) using various sources and sometimes making assumptions to adjust 
the results from previous studies. For example, to estimate the cost of 
environmental rules, the authors used only the upper end of a previous estimate range 
($96 billion to $170 billion) that had been produced by the Office of Management 
and Budget (OMB), and then they adjusted it further upward. Also, the authors’ 
estimate of the cost of economic rules ($435 billion) is heavily dependent on the 
accuracy of estimates from a previous study. The Crain and Hopkins study (as well 
as other studies) also indicated that federal regulations cost small businesses more 
per employee than larger businesses. 

Since 1 997, OMB has been required to issue an annual report containing, “to the 
extent feasible,” an estimate of the aggregate costs and benefits of federal regulations. 
OMB’s estimate of regulatory costs for 2000 ($146 billion to $229 billion) was 
significantly smaller than the Crain and Hopkins estimate ($843 billion) because 
OMB considered it inappropriate to include certain types of costs that the authors 
used (transfers and tax compliance). More recently, OMB has concluded that 
aggregate estimates of regulatory costs and benefits are not feasible, and instead has 
provided a 10-year rolling summary of costs and benefits only for certain major rules. 
OMB’s draft report for 2004 indicated that the estimated costs of 85 major rules that 
the office reviewed from October 1993 through September 2003 ranged from $34 
billion to $39 billion, with benefits estimated at between $62 billion and $ 1 68 billion. 

Although accurate measures of the costs and benefits of all federal rules would 
be useful, decisionmakers using studies of aggregate regulatory costs and benefits to 
guide public policy need to be aware of those studies ’ conceptual and methodological 
underpinnings. This report will be updated periodically to reflect changes in OMB’s 
estimates of regulatory costs and benefits, as well as the estimates developed by 
parties outside of the federal government. 
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Federal Regulations: Efforts to Estimate 
Total Costs and Benefits of Rules 

Regulation, like taxing and spending, is a basic function of government. Unlike 
taxing and spending, though, the costs that nonfederal entities pay to comply with 
federal regulations are not accounted for in the federal budget process. Cost-benefit 
analysis has long been used to try to account for the effects of individual regulatory 
actions, and underlies at least part of most attempts to assess the cumulative effects 
of regulations on society. Policy makers have long expressed an interest in cost- 
benefit analysis and in developing an accurate measure of total regulatory costs. 
Some have suggested that the federal government use that information to adopt a 
“regulatory budget” that could limit the total volume of regulatory programs, 
expenditures, and compliance costs, by setting a cap on the compliance costs each 
agency could impose on the economy. However, measuring total regulatory costs 
and benefits is inherently difficult. For example, researchers must determine the 
baseline for measurement (i.e., what effects would have occurred in the absence of 
the regulation) and aggregating the results of studies with different methodologies 
and quality can be highly problematic. Some observers, including the Office of 
Management and Budget (OMB), currently doubt whether an accurate measure of 
total regulatory costs and benefits is possible. 

Nevertheless, estimates of total regulatory costs in the hundreds of billions of 
dollars are widely cited by policymakers, business interest groups, the media, and 
others. This report provides information on how one widely cited study was 
developed to illustrate the complexities associated with this type of analysis. The 
report also provides information on how OMB’s estimates of aggregate federal 
regulatory costs were developed and have varied over time, and on estimates that 
have been made of aggregate regulatory costs to businesses. Finally, the report 
indicates that estimates of aggregate regulatory costs need to be interpreted and used 
carefully. First, however, the report provides some background regarding the types 
of rules that federal agencies issue and current cost-benefit analysis requirements. 



Background 

Each year, about 60 federal agencies issue more than 4,000 final rules or 
regulations on topics ranging from the timing of bridge openings to the permissible 
levels of arsenic and other contaminants in drinking water. The federal government 
has long regulated economic activity, often through independent regulatory agencies 
or commissions. Although economic regulation is often dated to the creation of the 
Interstate Commerce Commission in the late 1800s, it began in earnest during the 
1930s with the creation of such agencies as the Securities and Exchange Commission 
(SEC), the Federal Deposit Insurance Corporation (FDIC), and the Federal 
Communications Commission (FCC). Social regulation in such areas as 
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environmental quality, workplace safety, and consumer protection grew rapidly 
during the 1960s and 1970s with the creation of such agencies as the Environmental 
Protection Agency (EPA), the Occupational Safety and Health Administration 
(OSHA), and the Consumer Product Safety Commission (CPSC). 

In addition to these regulatory agencies, most cabinet departments and other 
agencies issue regulations that affect the public in a variety of ways. For example, 
the Department of Agriculture regulates the price, production, import, and export of 
agricultural crops; the safety of meat, poultry, and certain other food products, and 
broad-reaching welfare programs. Agencies within the Department of Transportation 
set safety standards for highways and heavy trucks (Federal Highway 
Administration), automobiles and light trucks (National Highway Traffic Safety 
Administration, or NHTS A), and railroads (Federal Railroad Administration) . Taken 
together, federal regulations now affect virtually every person, business, and 
government in the United States. 

Types of Rules 

The types of regulations that federal agencies issue have been categorized into 
the following groups: 

• economic regulations that directly restrict businesses’ pricing and 
output decisions as well as limit the entry or exit of businesses into 
or out of certain types of industries. These regulations often affect 
the agriculture, trucking, banking, or communications industries, 
among others, and (as mentioned previously) have often been 
administered by independent regulatory agencies such as the SEC or 
the FCC; 

• environmental regulations that focus on protecting or improving the 
quality of the environment, and include those issued by EPA as well 
as the Departments of Transportation, Energy, and the Interior; 

• other social regulations that are designed to advance the health and 
safety of consumers and workers, promote social goals such as equal 
opportunity, provide equal access to facilities, and protect the public 
from fraud and deception. Examples include regulations issued by 
OSHA, NHTS A, and the Food and Drug Administration; 

• process regulations that involve paperwork, such as income tax 
forms, applications for procurement contracts, and immigration 
papers. The Internal Revenue Service currently accounts for about 
80% of the govemmentwide paperwork estimate; and 

• transfer regulations that move payments from one group in society 
to another, such as federal Social Security payments (from taxpayers 
to recipients) and agricultural price supports (from taxpayers to 
farmers). 




http://wikileaks.org/wiki/CRS-RL32339 



CRS-3 



Each of these types of regulations may have direct or indirect costs and benefits. 
For example, direct costs of environmental or other social regulations include the 
capital equipment and labor needed to meet the environmental or health and safety 
standard. Indirect costs can include lost productivity or competitive disadvantages 
caused by the need to pay for the direct compliance costs. Most cost and benefit 
estimates for non-economic rules do not include indirect effects because they are 
extremely difficult to measure (and therefore may understate the total effects of the 
rules). Estimates for economic rules are primarily indirect. 

In general, the benefits of regulation are harder to measure than regulatory costs, 
particularly in dollar terms. For example, the benefits of environmental protection 
are often presented in terms of improved health, quality of life, preservation of 
ecosystems, and other outcomes of environmental quality that are not traded in the 
marketplace. As a result, the value of these benefits is often estimated by economists 
through indirect “willingness to pay” models and statistical techniques. These 
estimation methods have been strongly criticized by some who consider placing a 
value on human life or health inappropriate, particularly when regulatory benefits 
occur in the future and are discounted in present value terms. 1 

Cost-Benefit Analysis 

Some form of cost-benefit analysis underlies at least some part of most attempts 
to assess the cumulative effects of regulations on society. Conceptually, cost-benefit 
analysis is a rigorous procedure that involves systematically weighing the costs and 
benefits of various alternatives to a proposed action. The analysis is supposed to 
account for all of the effects of a regulatory action, including effects that are difficult 
to quantify or monetize. Although most economists view cost-benefit analysis as a 
useful tool in making decisions about a particular rule, others consider the technique 
inherently flawed because (among other things) they believe that the difficulty 
associated with measuring regulatory benefits often causes those benefits to be 
understated. 

Since 1981, cabinet departments and independent agencies such as EPA have 
been required to prepare cost-benefit analyses before issuing “major” or 
“economically significant” rules (e.g., rules with a $100 million impact on the 
economy). 2 Independent regulatory agencies such as the SEC and the FCC are 
generally not required to conduct those analyses, and no agency is required to do so 
for rules that are not major or economically significant. Also, as the Supreme Court 
affirmed in 2001, some statutes prohibit the consideration of costs when setting 
certain health standards. 3 



1 See, for example, Lisa Heinzerling and Frank Ackerman, Pricing the Priceless: Cost- 
Benefit Analysis of Environmental Protection (Washington: Georgetown University, 2002). 

2 The most widely applicable cost-benefit analysis requirements currently in place are in 
Executive Order 12866, “Regulatory Planning and Review,” 58 Federal Register 51735, 
Oct. 4, 1993. 

3 Whitman v. American Trucking Associations, U.S., No. 99-1257, Feb. 27, 2001. 




